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Objectives-Based Investing

Davenport & Company offers investors
straightforward guidance and practical
solutions in an ever-expanding world of
asset classes and investment choices.
As disciplined, long-term investors — who
continually seek to understand risk and
then manage it — we believe that this is
best accomplished through thoughtful
and careful diversification of your money.

WHEN EMOTIONS DICTATE BEHAVIOR
The greatest challenge for most investors is to simply stay the course. Our emotions are
constantly at odds with rational, analytical decision-making—often leading us to do exactly
the wrong thing at exactly the wrong time. That’s why a sound discipline is critical to long-term
investment success.
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“Be greedy when others are fearful,
and fearful when others are greedy.”
— Warren Buffett

DAVENPORT CAN HELP
We create and monitor globally diversified portfolios of high-quality mutual funds, exchangetraded products, and/or separately managed accounts. Based on your needs, we divide your
assets across some combination of three objectives:
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We believe that these three objectives capture the primary investment goals of most individuals
and institutions.
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TIME HORIZON
0-3 Years

TIME HORIZON
3-10 Years

TIME HORIZON
10+ Years

SAMPLE NEEDS
I need ready access to a
certain amount of money
for expenditures. I do
not want these assets to
fluctuate greatly in value.

SAMPLE NEEDS
I need a certain amount of
income with some growth. I
can tolerate some fluctuations
but may need access to this
money within 10 years.

SAMPLE NEEDS
I want this money to grow
over time and am not
concerned about short-term
swings in the value of my
investments.

A sample target allocation for an investor may look something like this:
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Investors’ short- and intermediate-term needs are met by the “Spending” and “Income &
Growth” sleeves, allowing investors to remain objective and less emotional about short-term
swings in their long-term investments.
As shown above, if the market rises we may choose to build more reserves by moving excess
assets from the “Legacy” (shown in orange above) to the “Spending” bucket (in red above).
On the other hand, if the market falls we can continue to manage cash flow needs from the
“Spending” bucket, while allowing the long-term assets to recover in the “Legacy” bucket.
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This kind of patience and flexibility becomes increasingly important when considering the
historical moves of the market. On average, a bear market and its ensuing recovery have lasted
approximately 5.1 years, which includes an average 1.4 year bear market and a 3.7 year recovery.
After each bear market, we have seen the market return to previous peaks and reach new highs,
rewarding those that remained invested.
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Avg. Peak to Recovery
5.1 Years

Avg. Bear Market Duration
1.4 Years

Avg. Run-up
After Reaching
Prior Peak
2.0 Years

Avg. Time Between Bear Markets
5.6 Years

Source: Zephyr StyleAdvisor. SEE IMPORTANT DISCLOSURES ON BACK.

The investment categories used in each sleeve are determined by their risk and return characteristics.
Possible Categories
Money Market
Short-Term Gov’t Bond
Market Neutral
Merger Arb.
Large Cap Dividends
Long/Short
Global Macro
Managed Futures
Convertible Arb.
High Yield
Interm. Gov’t/Credit
TIPS
Large Cap
Mid Cap
Small Cap
International
Int’l Small/Mid Cap
Emerging Markets
Commodity
REITs

ANALYSIS
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CONSTRUCTION

SPENDING
1-Year Rolling Analysis
Seek asset classes that have
positive returns at least 90% of
the time

The initial investment
is typically equally
weighted across suitable
asset classes

INCOME & GROWTH
3-Year Rolling Analysis
Seek asset classes that have
positive returns at least 90%
of the time

The initial investment
is typically equally
weighted across suitable
asset classes

LEGACY
10-Year Rolling Analysis
Seek asset classes that have
positive returns at least 90%
of the time

Source: Zephyr StyleAdvisor. SEE IMPORTANT DISCLOSURES ON BACK.

The initial investment will
typically be split 70% in
Domestic Equity and 30%
in International
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Large swings in the market can provide an opportunity to make necessary allocation shifts,
potentially increasing the weighting of undervalued assets and decreasing the weighting of
overvalued assets.
Using the large cap investment category as an example, the chart below illustrates how asset
classes tend to revert to the mean following periods of above- or below-average returns. We
believe this information is important to consider when determining the appropriate weight of
an investment category in a portfolio from year-to-year.

EXAMPLE: Large Cap

Nov. ‘99
10 year return = 1.5%

Aug. ‘64
10 year return = 1.5%
Feb. ‘09
‘09-17 return = 17.8%
Feb. ‘82
10 year return = 18%

Source: Zephyr StyleAdvisor. An index is not available for direct investment; therefore its performance does not reflect the expenses, fees
and taxes generally paid with the active management of an actual portfolio. The information presented herein was compiled from sources
believed to be reliable. It is intended for illustrative purposes only and is furnished without guarantee of its completeness or accuracy.
SEE IMPORTANT DISCLOSURES ON BACK.

“Successful investing takes time,
discipline and patience.”
— Warren Buffett
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IMPORTANT DISCLOSURES
Money Market – Consists of highly liquid, very short maturity debt instruments with maturities that usually range from overnight to just under a year.
Short-Term Bonds – A bond that has an initial maturity of less than three years.
Intermediate Bonds – A fixed income security with a maturity of 3-10 years.
High Yield Bonds – A high paying bond with a lower credit rating than investment-grade corporate bonds, Treasury bonds and municipal bonds. Because of the
higher risk of default, these bonds pay a higher yield than investment-grade bonds.
Market Neutral – An investment strategy undertaken by an investor or an investment manager that seeks to profit from both increasing and decreasing prices
in one or more markets, while attempting to completely avoid some specific form of market risk.
Bank Loans – The most common form of loan capital for a business. A bank loan provides medium or long-term financing with periodic adjustment to interest
rate based on prevailing interest rates.
Managed Futures – An alternative investment strategy in which professional portfolio managers use futures contracts to gain both long and short exposure to
a variety of different asset classes including stocks, bonds, currencies, or commodities.
Merger Arbitrage – An alternative investment strategy that involves simultaneously purchasing and selling the stocks of two merging companies to create
profits. A merger arbitrageur looks at the risk the merger deal will not close on time, or at all. Because of this slight uncertainty, the target company’s stock
typically sells at a discount to the price of the combined company when the merger is closed; this discrepancy is the arbitrageur’s profit.
Convertible Bonds – A debt security that can be converted into a predetermined amount of the underlying company’s equity at certain times during the bond’s
life, usually at the discretion of the bondholder. Convertible bonds are a flexible financing option for companies and are particularly useful for companies with
high risk/reward profiles.
Dividend Stocks – Investing in dividend-paying stocks is a great way to build long-term wealth. Essentially, for every share of a dividend stock that you own,
you are paid a portion of the company’s earnings.
TIPS – Treasury Inflation Protected Securities (TIPS) refer to a treasury security that is indexed to inflation in order to protect investors from the negative effects
of inflation. TIPS are considered an extremely low-risk investment since they are backed by the U.S. government and because the par value rises with inflation,
as measured by the Consumer Price Index, while the interest rate remains fixed.
Large Cap – A company with a market capitalization value of more than $10 billion.
Mid Cap – A company with a market capitalization between $2 billion and $10 billion.
Small Cap – Companies with a relatively small market capitalization of between $300 million and $2 billion.
Developed International – A country with a relatively high level of economic growth and security. Common criteria for evaluating a country’s degree of
development are per capita income or gross domestic product (GDP), level of industrialization, general standard of living, and the amount of widespread
infrastructure.
Emerging Markets – A nation’s economy that is progressing toward becoming advanced, as shown by some liquidity in local debt and equity markets and the
existence of some form of market exchange and regulatory body.
International SMID – International SMID-cap portfolios contains stocks of companies with market capitalizations below about $20 billion that are located
outside the U.S.
Long/Short Equity – An investing strategy of taking long positions in stocks that are expected to appreciate and short positions in stocks that are expected
to decline.
REIT – A security that invests in real estate through property or mortgages and often trades on major exchanges like a stock. REITs provide investors with an
extremely liquid stake in real estate. They receive special tax considerations and typically offer high dividend yields.
Financial Advisors may have different ideas and strategies about how to implement this service.
Diversification and asset allocation does not ensure a profit or guarantee a loss.
The information contained herein has been compiled from sources believed to be reliable; however, there is no guarantee of its accuracy or completeness.
Any opinions expressed here are statements of judgment on this date and are subject to future change without notice. Past performance is not indicative of
future results. This information may contain future predictions that are subject to certain risks and uncertainties, which could cause actual results to differ
from those currently anticipated or projected. Please consult your Financial Advisor for additional information.
Davenport Headquarters:
One James Center | 901 East Cary Street, Suite 1100 | Richmond, Virginia 23219

